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*ere is a large amount of goodwill recognition and goodwill impairment. *ese characteristics would trigger stock price
fluctuation. Hence, stakeholders will increase holdings to mitigate the volatility of stock prices. According to the data in regard to
the Chinese A-share nonfinancial listed companies from 2007 to 2020, we study the reaction of block shareholders after goodwill
recognition and goodwill impairment, respectively. Our findings are as follows: (1) goodwill recognition leads to increasing
holdings of block shareholders; (2) goodwill impairment also leads to increasing holdings of block shareholders when there is a
large amount of goodwill impairment. We also take state ownership into consideration: compared to state-owned firms, private
firms show a much stronger positive relation between goodwill recognition and level of increasing holdings of block shareholders,
but there is no significant relation between goodwill impairment and increasing holdings of block shareholders in state-owned
firms. *ese empirical results provide us with abundant evidence that block shareholders would increase shareholdings when
there is goodwill recognition due to private information of positive future expectation in M&A. Meanwhile, block shareholders
would stabilize stock price via increasing shareholdings when goodwill is impaired.

1. Introduction

Goodwill refers to the difference between the consideration
paid by the listed company in the process of acquiring the
target asset and the fair value of the identifiable net assets of
the acquired party. During the accounting period when the
merger is completed, goodwill is included in the financial
statements of the listed company. According to the statistics
of Chinese Stock Market Accounting Research (CSMAR)
database, the proportion of companies with goodwill rec-
ognition (GR) on the balance sheet date in China’s listed
companies has increased from 28.72% in 2007 to 55.02% in
2019, and the net goodwill had also increased from 37.629
billion yuan (5.141 billion dollars, according to the exchange
rate in the end of 2007) in 2007 to 1306.963 billion yuan
(202.238 billion dollars, according to the exchange rate in the
end of 2019) in 2019. It can be seen that the scale of
companies with GR and the scale of goodwill among listed
companies has increased rapidly year by year. If the GR
brings stock price fluctuations of the company, it will affect

the stability of the entire capital market directly. GR from
corporateM&A is closely related to the performance of listed
companies, and it is usually seen as having a positive in-
fluence on firm value [1]. According to the theory of merger
efficiency, M&A generate merger goodwill, increase syner-
gies, and improve company’s value [2]. As the insider of the
company, the shareholders have private information con-
cerned of future value of the firm. *ey have positive ex-
pectations on the firm’s future value. Consequently, they
would increase their holdings after GR in order to max their
wealth.

After the listed company recognized goodwill, along with
the company’s production and operation activities, the value
of the goodwill gradually shifts. When the future economic
benefits of the acquired asset for the merger of the listed
company are far lower than its book value that is included in
the financial statements, goodwill is impaired. Goodwill
impairment (GI) is seen as a negative message to the stock
market. In January 2020, Zhongsheng Pharmaceutical hit
the lower price limit at the same day after announcing a GI of
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740 to 780 million yuan (114.022 to 120.185 million dollars,
according to the exchange rate in January 2020). In January
2020, Global Info Tech’s stock price dropped 10.15% after
announcing a GI of 645 million to 794 million. *ere is a
prevailing issue that stock prices dive soon after GI. As the
owners of firms, block shareholders have a great intention to
stabilize the stock price to prevent fire sale because of in-
vestors’ scared sentiment. Fire sale would induce stock price
plunging and dry-up of liquidity. *us, stabilizing stock
price would keep the market value of firm in a reasonable
level, and it also avoids stock price crash. Hence, block
shareholders will increase their holdings. A great deal of
longing prevents the stock prices’ dropping persistently;
meanwhile, shareholders’ longing is a positive signal in stock
markets, which can allay panic of external investors. In
general, block shareholders would increase their position to
stabilize the stock price soon after GI.

To stay in step with International Financial Reporting
Standards (IFRS), Chinese Accounting Standards for
Business and Enterprises (ASBE) set the rules of GR in 2006
as follows. After GR, firms must test whether they should
make goodwill impairment in a regular base. When the
target firm of M&A would bring down the value of the
original firm, they need to make goodwill impairment and
adjust the book value in time. Goodwill impairment brings
negative expectation in regard to firm’s value. Additionally,
the slow growth rate of the Chinese economy and the de-
pression of the world economy deepen the negative ex-
pectation of GI. Along with the rapid growth of GR due to
large amount of M&A, the risk of GI might bring severe
economic blow.

To cope with the underlying risk of GI, Chinese Security
Regulatory Commission (CSRC) issued “No.8 Tips of Ac-
counting Supervision Risk, Goodwill Impairment” in No-
vember 2018. It requires related department need to
strengthen the supervision of GI. CASC (China Accounting
Standards Committee) issued “Feedback from the Advisory
Committee Members on Some Issue Documents of Ac-
counting Standards Advisory Papers” in January 2019, and it
recommended goodwill amortization. But goodwill amor-
tization is not adopted for the following reason. If goodwill
increases on regular basis in the future, amortization would
damage the authenticity. Meanwhile, IFRS also considered
goodwill amortization. However, there is no evidence
showing that amortization is a suitable way to improve the
quality of financial reports. Hence, International Accounting
Standards Board released “Business Combina-
tions—Disclosures, Goodwill and Impairment,” which
suggested carrying out impairment of goodwill instead of
amortization. Hence, ASBEmight retain the current method
of impairment according to IFRS.

GI might be a warning of increasing risk of firms in the
future, which means a negative expectation of future
growth. As an insider of the company, block shareholders
have a more accurate judgment on the company’s intrinsic
value and performance prospects. Block shareholder
transactions contain more judgments about the economic
situation and future trends [3], and their transactions are
informative [4–6]. Shareholder transaction decisions will

have a significant impact on the market. *erefore, we first
study the reaction of block shareholders after GR according
to the data from 2007 to 2019 in the Chinese stock market.
GR and GI send different messages to external investors, as
GR is a positive signal while GI is a negative signal. Al-
though, theoretically speaking, both GR and GI cause
increasing position of block shareholders, they have dif-
ferent mechanisms. GR appears in M&A, and M&A usually
drives stock prices up [2]. Hence, block shareholders in-
crease their position to max their private wealth. However,
GI is a signal of declining of future firm revenue, and it
drives stock price down. Hence, block shareholders in-
crease their position to stabilize stock price according to
signal theory [7]. After we establish the relation between
GR and block shareholder’s behaviour as well as GI and
shareholder’s behaviour, respectively, we shift our focus on
influence of firms’ characteristics to this very relation. We
study the difference between privately owned firms and
state-owned firms. *e large number of state-owned firms
is an issue with the Chinese characteristics. *e first
shareholders of state-owned firms are standing for the
country, and these shareholders value political perspective
much more than private wealth, and there is a difference
between shareholders’ behaviours of state-owned firms and
privately owned firms, respectively [8].*erefore, facing GI
and GR, state-owned firms’ block shareholders might react
differently with privately owned firms’ block shareholders.
We focus on the difference via subsample panel data
regression.

*e rest of this paper is organized as follows: Section 2
presents the hypothesis of this research. Section 3 discusses
the research methodology. Section 4 presents the main
empirical results. Section 5 presents the difference between
privately owned firms and state-owned firms. Section 6
draws the conclusions.

2. Hypothesis

2.1.  e Impact of GR on the Increasing Holdings of Block
Shareholders. Different scholars have different research
conclusions on the relationship of goodwill and company
value. One view is that with the GR from M&A, the
company’s stock price will gradually rise. Goodwill has a
positive impact on company profitability and market
value [9]; goodwill can increase the company’s stock price
significantly [10, 11]. Another view is that with GR
brought about by M&A, the company’s stock price will
decline day by day. Firstly, the company may only con-
sider short-term performance without long-term vision
and fail to evaluate the acquired company properly. As a
result, the company may recognize goodwill blindly
leading to merger premiums and overestimation of
goodwill; secondly, when goodwill is overestimated, if the
company’s resources cannot be effectively integrated after
the merger, which will further increase the financial
burden of the acquirer, so it will reduce the company’s
value. *erefore, the goodwill of listed companies will
affect company value adversely [12]. Huang and Tang [13],
Wei and Zhu [14], and Zheng et al. [15] found that high
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goodwill will reduce the company’s future performance
significantly.

As a product of a company’s premiumM&A, goodwill is
the potential economic value of the merged party’s future
excess returns to the merging party [16]. According to the
theory of M&A efficiency, as well as the concept of excess
returns, M&A can change the efficiency of both parties,
generate synergy effects, achieve complementation of re-
sources, and bring future expected excess returns to the
company, thereby enhancing the company’s value [1, 2]. In
addition, goodwill also reflects the acquirer’s recognition of
the acquired company’s value, which can be used as a
positive signal. At the same time, block shareholders, as the
company’s insiders, have a better understanding of the
company’s internal realities and information. If block
shareholders are optimistic about the company’s business
prospects, they are more willing to increase their holdings to
release internal good information that they are optimistic
about the company’s future development trend to the
outside world. And the behaviour of the increasing holdings
of block shareholders can also be used as a positive signal to
attract more external investors and increase personal in-
come. According to the M&A arbitrage concept, due to the
price of the M&A has difference, when the stock price of the
acquirer relative to the acquired party is overvalued, the
insiders of the companies of both parties may carry out
arbitrage behaviours and obtain excess returns [17, 18]. In
other words, when M&A activities generate goodwill, in-
siders will use their own information advantages to obtain
immediate benefits by increasing the shareholdings [19].

Due to the existence of certain “economic rationality,”
whether it is the extensional development brought about by
large-scale M&A or the high-quality development brought
about by value mergers, it is expected that they will bring
excess returns to the company. *erefore, with the GR
brought about by M&A, the stock price rises accordingly
[10]. Insiders are more optimistic about the company’s
future development trend, and block shareholders choose to
increase their shareholding accordingly. According to the
explanation of signal transmission motivation [20], com-
pared with external investors with a lack of information, as
insiders of the company, block shareholders have unique
information advantages and understand the company’s
operating conditions and development prospects fully, in
order to promote the company’s development and enhance
their own interests, block shareholders usually adopt the
behaviour of increasing holdings to send positive signals to
external investors and show their recognition of the good
prospects in the future. *erefore, if the company’s M&A
activity generates GR during the current period, block
shareholders are more inclined to increase their share-
holdings. Based on the discussion above, we formulate the
following hypothesis:

Hypothesis 1. Compared with companies without GR,
block shareholders of companies with GR are more
inclined to increase their shareholdings.

Hypothesis 2. Compared with companies with less GR,
block shareholders of more GR companies in the

current period are more inclined to increase stock
holdings.

2.2.  e Impact of GI on the Increasing Holdings of Block
Shareholders. Scholars hold different views on the research
between GI and company value fluctuations. One view is
that GI, as a potential crisis derived from the goodwill of
company’s M&A, is regarded by investors as a signal of
declining in the company’s stock price [21], which has an
adverse effect in the company’s future development. GI has
been shown to be negatively correlated with stock market
performance [22]. *e lower the stock price, the more GI is
accrued [23]. Lu and Sun [24] and Lin and Yang [25] found
that GI will reduce the company’s financing ability, the
company’s stock price, and the stock return rate and destroy
the company’s value. *erefore, GI can be used as an in-
tuitive economic reflection of the deterioration of the eco-
nomic environment, the downturn in the stock market, and
the crisis of corporate performance [26].

Due to the limited ability of external investors to obtain
the company’s internal information, when they learn that
the company’s goodwill has been impaired, they will have a
negative psychology, to reduce their expectations on the
stock price, and have an adverse impact on the company
[27]. Another view is that the company’s provision of GI will
not have an adverse effect on the stock price. On the one
hand, the company may have problems with resource in-
tegration in the short term after the merger, GI caused by the
failure of M&A to achieve the promised performance has
become more common, and the degree of market response
has become flat. On the other hand, the company may
conduct earnings management for the provision of GI, the
company’s information is relatively low in truthfulness [23].
Additionally, the GI test has a certain degree of subjectivity;
therefore, external investors may have doubts about GI by
the company’s disclosed, and they do not believe that GI can
reflect the company’s financial status and future develop-
ment prospects truly [28, 29], so the provision of GI may not
cause a decline in stock prices.

*e essence of GI is the economic loss caused by the
acquirer’s failure to complete the promised performance in
high-value M&A. *erefore, the company’s behaviour of
accruing goodwill impairment may reduce the company’s
value to a certain extent. At this time, as the company’s
insiders, block shareholders have a better understanding of
the company’s true financial capabilities and future devel-
opment due to information asymmetry with external in-
vestors. Based on the needs of company development and
personal interests, they are more inclined to use the potential
information advantage of symmetry and cover up the
unfavourable news for the company’s development and
personal interests [30, 31] so as to mitigate the negative
impact of GI on the company. Besides, adopting increasing
holdings conveys the company’s “good” signal to the outside
world so as to affect the judgment of external investors from
stabilizing investor confidence. Accordingly, the “good”
signal may inspire external investors chasing behaviour,
which is helpful of maintaining the company smooth
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operation [32].*erefore, GI of the company is related to the
increasing holdings of block shareholders closely.

According to the signalling motivation [20], if the
company’s provision of GI is less, as an insider, the block
shareholder has a better understanding of the company’s
situation and may have the information that the postmerger
company’s development is good. In order to further increase
the stock price and obtain personal income, block share-
holders may choose to increase their shareholdings to send
signals to the outside world, implying that the company is
operating well and has a bright future. *erefore, the be-
haviour of the increasing holdings of block shareholders is
regarded by external investors as a good performance of the
company’s future development. However, since less GI has a
lesser impact on the company, the tendency of the increasing
holdings of block shareholders is not obvious. When there
are more provisions for GI, the stock market is sluggish, the
stock price is undervalued [33], and the company is even
facing risks. In order to help the company overcome diffi-
culties and maintain stable operations, the company’s block
shareholders usually choose to increase stock holdings to
save the company and stabilize market confidence [34].
Simultaneously, perhaps the company has a “big bath”
surplus behaviour, and block shareholders still maintain the
company’s future development. External investors generally
recognize that the behavior of increasing the holdings of
major shareholders is of signal significance, so major
shareholders are more motivated to signal to the outside
world that they still have expectations of the company,
accordingly individuals can gain benefits while attracting
more investors to the company.

Due to the price difference of M&A activities, when the
stock price of the acquiring party relative to the acquired party
is overvalued, the insiders of the companies of both parties
may carry out arbitrage behaviours on this M&A transaction
so as to obtain excess returns in the future. Behaviour ofM&A
arbitrage can obtain excess returns based on the cash ac-
quisitions in the US market from 1971 to 1985 [35]. Goodwill
is a manifestation of the value of excess income obtained by
the acquirer, and the amount of goodwill means the size of the
arbitrage opportunities. When the goodwill is recognized in
the current period of M&A activities, the more goodwill is
recognized in the current period of the merger, the greater the
price difference of this merger is, and insiders will use their
own information advantages to increase the proportion of
shareholdings to ensure personal income. *at is, the larger
the scale of goodwill, the stronger the motivation of block
shareholders to increase their holdings for arbitrage. *ere-
fore, we formulate the following hypothesis.

GI is a potential crisis derived from the goodwill of a
company’s M&A [36], which means that the company’s fu-
ture development trend is poor, and it is often regarded by
investors as a signal of the company’s share price decline.
*us, impairment is negatively correlated with stock market
performance [37]. At the same time, the provision of GI
indicates that the company’s forecast of future performance is
declining, which may have a further attack to the stock price.
*erefore, as an intuitive economic reflection of the com-
pany’s performance decline, GI may have an adverse impact

on the company [27]. Once the GI provision occurs, the stock
price is more likely to fall. GR and the scale of GR may make
block shareholders more inclined to increase stock holdings;
when the value of goodwill is depressed with the company’s
business activities and GI is accrued, if the degree of GI is
different, it may also have different effects on the tendency of
the increasing holdings of block shareholders.

For companies with a low degree of GI, the financial
status is relatively good [26], the impact of GI on the
company’s stock price is limited, and block shareholders do
not need to use a signalling mechanism to stabilize the
market. At this time, the motivation to increase share-
holdings is small. Moreover, the appropriate disclosure of GI
helps the market recognize that companies have made
relatively sufficient disclosures of financial information and
performance expectations, and financial statement data can
more truly reflect the company’s financial and operating
conditions. Although GI means that it may take some time
for the company’s performance to recover, there are still
good expectations for the future. *erefore, when the
company’s GI provision ratio is low, the tendency of the
increasing holdings of block shareholders is limited.

For samples with a high degree of GI, the tendency of the
increasing holdings of block shareholders may be more
pronounced. When the degree of GI is high, poor perfor-
mance expectations will lead to more negative information
about the company. If a large amount of negative infor-
mation flows into the market, it may cause a stock price
collapse [38]. Under the premise of information asymmetry,
management is more inclined to hide negative news in order
to pursue its own interests [39]; block shareholders will
choose to increase their stock holdings supporting man-
agement, which passes on the “good” signal to the outside
world to boost investor expectations [40] and stabilize
market confidence. External investors recognize generally
that the behaviour of the increasing holdings of block
shareholders has signal significance, and that stable share-
holding can obtain significant and positive excess returns
and increase confidence for the company’s future devel-
opment [41]. *erefore, with the more GI recognized by the
company, the greater the tendency of block shareholders to
increase their holdings. In summary, we formulate the
following hypothesis:

Hypothesis 3. *e more GI accrued in the current
period, the stronger the tendency of the increasing
holdings of block shareholders.

3. Methods

3.1. Sample and Data Sources. *e data used in this study
consists of China’s A-share nonfinancial listed companies
from 2007 to 2020. In order to make the data more effective,
during the sample selection process, the following screenings
were performed: (1) excluding data with GR or GI reserves
being 0 at the same time; (2) excluding block shareholders
increasing holdings/total shares smaller than 0.01%; (3)
excluding enterprises listed in 2017 and after; (4) excluding
companies with missing data on major variables; and (5)

4 Complexity



excluding data in 2020. *e outbreak of COVID-19 in 2020
will have a severe impact on the Chinese stock market, which
will affect the scale of GR and the scale of GI; the relationship
between the decision of block shareholders and GR and GI
may be more affected by COVID-19. To control the influ-
ence of extreme values, all continuous variables in the
sample data are processed with winsorize (1%–99%). A total
of 12,888 observations from 2073 companies were obtained.
*e data in this paper are derived from the WIND database,
the CHOICE database, and the CSMAR database; and the
study uses EXCEL and STATA13.0 to collate the data and
perform statistical analysis.

3.2. Variables and Models

3.2.1. Variables. *e dependent variable is SI (SI is the
tendency of the increasing holdings of block shareholders). SI
refers to the tendency of the increasing holdings of block
shareholders. *e block shareholders include the investors
holdingmore than 5% of the shares or the top ten shareholders
of a listed company, whowill take the decision of continuing to
purchase the company’s shares through the secondary stock
market according to the information advantage. In particular,
although the block shareholder is an insider, the transaction
behaviour of the block shareholder’s increase in holdings is not
consistent with insider trading. Insider trading may be illegal
or legal. Illegal insider trading focuses more on the use of
major events that affect stock prices that are unknown in
advance for trading, and the trading purpose is for obtaining
short-term excess returns. *e legal insider trading focuses
more on the company’s intrinsic value and future perfor-
mance, and the trading purpose is to obtain long-term excess
returns. Because strong regulatory systems can significantly
limit the risks of insiders using undisclosed information [42],
and insider trading has significant long-term excess return
effect [43], the trading decision of increasing their share-
holding basically complies with the regulatory framework. In
order to test the influence of GR and GI on SI, this paper
represents SI from two aspects. Firstly, the virtual variable that
is whether block shareholders increase their holdings (SIV) is
taken as the first-aspect dependent variable, which reflects
whether the holdings’ proportion of block shareholders has
been increased. *e virtual variable explores the logical re-
lationship between GR and SI; GI and SI initially. Secondly, in
order to analyse the quantitative relationship specifically be-
tween GR and SI; GI and SI, the quantitative indicators of SI
are taken as the second aspect of dependent variables. Based on
the research of Li et al. [38], the changes of the increasing
holdings of block shareholders (SIQ); that is, the cumulative
number of changes in holdings of block shareholders in the
current period/total shares is selected as the dependent var-
iable in this paper. SIQ reflects SI from the angle of quantity.
*e larger the index, the stronger the SI.

*e independent variables are GR and GI. GR is
expressed in two aspects: whether to recognize goodwill
(GRV) and the degree of goodwill recognition (GRQ).
Among them, GRV is a dummy variable, used to verify the
logical relationship between GRV and SIV. Based on the

research of scholars such as Li et al. [38] and Deng and Mei
[44], the added goodwill in this period/total assets (GRQ) is
used as independent variables to reflect the scale of GR
brought by corporate M&A, used to verify the logical re-
lationship between GRQ and SIQ.

At the same time, according to the research of Hu and Li
and other scholars [45], this paper takes the provision for
goodwill impairment in the current period/total assets (GIQ)
as an independent variable to reflect the scale of GI by en-
terprises in the current period; these quantitative indicators
analyse the relationship between GIQ and SIQ concretely.

GR and GI impact on SI, which is bound to be affected by
the enterprise characteristics and the financial situation. For
example, the scale of the enterprise (ES) affects the corporate
development, which in turn affects SI [46, 47]; the net cash
flow generated from operating activities/total shares (OC) can
reflect the ability of generating cash flow out of capital. *e
stronger OC is, the greater SI is [48]; the size of the board of
supervisors (BS) (in Chinese corporations, board of super-
visors is a department that supervises the daily operation of
firms on behalf of stakeholders. Board of supervisors is set to
avoid abusing power of managers and block shareholders)
measures the effect of company internal governance [49, 50],
providing positive information for the increasing holdings of
block shareholders; the lower the price-to-book ratio (PB), the
lower the risk [51], and the investment value becomes higher;
the long-term capital debt ratio (LCD) reflects the company’s
long-term capital structure [52] and also affects the holdings
scale of the block shareholders; the cost and charge margin
(CCM) can measure the agency costs between managers and
shareholders: the better the performance of managers, the
higher the SI [53]. *erefore, as previously mentioned, this
paper takes ES, OC, BS, PB, LCD, and CCM as control
variables. And year and industry are introduced as control
variables. *e definitions of variables are shown in Table 1.

3.2.2. Models. *e following regressions model are estab-
lished to verify the above assumptions.

Model 1. It tests hypothesis 1, which verifies the rela-
tionship between GRV and SIV:

SIV � a0 + a1 × GRV + 􏽘 αi × Xi( 􏼁 + ε. (1)

Model 2. It tests hypothesis 2, which verifies the rela-
tionship between GRQ and SIQ:

SIQ � a0 + a1 × GRQ + 􏽘 αi × Xi( 􏼁 + ε. (2)

Model 3. It tests the hypothesis 3, which verifies the
relationship between GIQ and SIQ:

SIQ � a0 + a1 × GIQ + 􏽘 αi × Xi( 􏼁 + ε. (3)

Among them, a0 represents the constant, a1 represents
the coefficient of the independent variables, αi represents the
coefficient of the control variables, Xi represents the control
variables, ε represents the random error term, and the
meaning of the rest of variables is shown in Table 1.
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4. Results

4.1. Descriptive Statistics and Correlation Analyses.
Table 2 shows descriptive statistics like the mean, minimum,
median, maximum, and standard deviation of each statistical
indicator.*emean of SIV is 0.2419, which is greater than the
median of 0, and the standard deviation is 0.4282, indicating
that SIV has a skewed distribution and a large degree of
dispersion. SIQ presents the same characteristics.*emean of
GRV is 0.2037, which is greater than the median of 0, in-
dicating that the distribution of goodwill is biased. Moreover,
the maximum of GRQ is 0.2866, and the mean is 0.0115. *is
further shows that from the overall sample of GR, the degree
of GR caused by M&A of some companies is relatively high,
and the level of goodwill is relatively close, and the smaller
companies also account for a certain size in the overall sample.
*e distribution of the degree of GIQ is biased, indicating that
some companies have accrued a large amount of GI, which
affects the company’s operating performance. In summary, it
can be seen that in the overall sample, GR is common rel-
atively, and a considerable number of companies recognized
goodwill on a large scale, and GI caused by GR should not be
underestimated. Compared with the biased and discrete
degree of the company’s GR and provision of GI, the in-
creasing holdings of block shareholders also have similar
characteristics. After the company recognized the goodwill,
the adjustment effect of the provision of GI on SI is also
complicated.*e following will verify the correlation between
GR and SI; GI and SI.

*e Pearson correlation results are presented in Table 3,
as well as the results of the significance test performed to

detect whether there is collinearity between the variables in
the table. In the total sample, GRV and GIQ; GRQ and GIQ
are significantly positively correlated; it can be seen that for
the company with an increase in GR, it may also increase the
degree of GI. *is means that if the company recognized
goodwill during the merger, there is a possibility of sub-
sequent impairment, and the greater the GR, the larger
subsequent calculation of the scale of GI. *erefore, com-
panies that recognized high amounts of goodwill will have
the risk of “explosion” of goodwill. GRV and SIV are cor-
related positively and significantly, indicating that if the
company recognized goodwill, block shareholders might be
more inclined to increase stock holdings. GRQ and SIQ are
correlated positively and significantly, indicating that as the
scale of the company’s recognized goodwill increases, SI may
gradually increase. *e above results verify the research
hypotheses 1 and 2 preliminarily. GIQ is correlated sig-
nificantly and negatively with SIQ, indicating that the larger
the company’s provision for GI, the more SI may decrease.
Hypothesis 3 has not been verified yet, but since other
influencing factors of the dependent variable are not con-
trolled at this time, further regression analysis is still needed.
*e correlation coefficients among other variables are also
reasonable. *e correlation coefficients among most control
variables are not high; however, they are correlated signif-
icantly. A few control variables have correlation coefficient
values higher than 0.3, so all variables are tested by VIF. *e
result shows that the highest VIF is 2.05, and the rest are
between 1 and 2, indicating that the collinearity is not se-
rious, the variable definitions are more reasonable, and the
regression results are more credible.

Table 1: Variable definitions.

Variable
dimension Variable name Proxy Definition

Dependent
variables

Whether block shareholders
increase their holdings SIV Increased holdings in the current period, recorded as 1; without increased

holdings in the current period, recorded as 0
*e changes of the increasing
holdings of block shareholders SIQ *e cumulative number of changes in holdings of block shareholders in the

current period/total shares

Independent
variables

Whether to recognize goodwill GRV Added goodwill in this period is recorded as 1; without added goodwill in
this period is recorded as 0

Degree of goodwill recognition GRQ *e added goodwill in this period/total assets
Degree of goodwill impairment GIQ Provision for goodwill impairment in the current period/total assets

Control variables

Enterprise size ES LN (total assets)
Operating cash flow OC *e net cash flow from operating activities/total shares
Board of supervisors BS *e number of supervisory board

P/B ratio PB
Current value of the closing price of the current period/(total value of
owner’s equity in the end of this period/the value of paid-in capital for the

end of current period)

Long-term capital debt ratio LCD Total noncurrent liabilities/(total owner’s equity + total noncurrent
liabilities)

Cost and charge margin CCM Total profit/(operating costs + sales expenses +management
expenses + financial expenses)

Years Year Annual dummy variable. When the company is in the year, take 1;
otherwise, take 0

Industry Ind Industry dummy variables. When the company is in this very industry,
take 1; otherwise, take 0
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4.2. Hypothesis Tests

4.2.1. Regression Results of Hypothesis 1. Table 4 is the
empirical results of Model 1. Columns (1) and (2) in the table
show the relationship between GRV and SIV. Column (1)
shows that the coefficient of GRV is positive and significant
at the 1% level when the control variables are not considered;
column (2) shows that the coefficient of GRV is significant
and positive at the 5% level when the control variables are
considered; the results support Hypothesis 1. According to
the above empirical results, if goodwill is recognized in the
current period, block shareholders of companies with GR are
more inclined to increase their shareholdings.

4.2.2. Regression Results of Hypothesis 2. Columns (1) and
(2) in Table 5 show the impact of GRQ on SIQ. Excluding the
data that without GR in the current period, there are 2625
observations in the sample of GR in the current period.
Column (1) shows that the coefficients of GRQ and SIQ are
significant and positive at the 1% level when the control
variables are not considered; column (2) shows that the
coefficients of GRQ and SIQ are still significant and positive
at the 1% level when the control variables are considered,
which supports Hypothesis 2. According to the above em-
pirical results, the more GR of the company in the current
period, the stronger the SI.

*e empirical results of Model 1 and Model 2 show that
the goodwill will stimulate block shareholders to increase

their holdings; and during the accounting period for rec-
ognizing goodwill, the company will allocate and redis-
tribute related resources after the merger. When a
company’s resources can be used in related businesses at low
cost during allocation and redistribution activities, the
synergies based on M&A come into play, and the company’s
development prospects may be better. Among the samples
which recognized goodwill in the current period, the syn-
ergies brought about by M&A will more significantly en-
courage block shareholders to tend to increase their
shareholdings. When the company recognized goodwill, the

Table 3: Correlation analysis.

SIV SIQ GRV GRQ GIQ ES OC BS PB LCD CCM
SIV 1
SIQ 0.6040∗∗∗ 1
GRV 0.0401∗∗∗ 0.0200∗∗ 1
GRQ 0.0681∗∗∗ 0.0570∗∗∗ 0.5206∗∗∗ 1
GIQ −0.0112 −0.0209∗∗ 0.0575∗∗∗ 0.0319∗∗∗ 1
ES 0.0662∗∗∗ 0.0851∗∗∗ 0.0623∗∗∗ −0.0606∗∗∗ −0.0470∗∗∗ 1
OC 0.0521∗∗∗ 0.0276∗∗∗ −0.0235∗∗∗ −0.0331∗∗∗ −0.0526∗∗∗ 0.2271∗∗∗ 1
BS −0.0067 0.0158∗ −0.1033∗∗∗ −0.0971∗∗∗ −0.0611∗∗∗ 0.2671∗∗∗ 0.1177∗∗∗ 1
PB 0.0246∗∗∗ −0.0084 0.0090 0.0558∗∗∗ −0.0158∗ −0.3645∗∗∗ −0.0324∗∗∗ −0.1004∗∗∗ 1
LCD 0.0143 0.0479∗∗∗ −0.0227∗∗∗ −0.0731∗∗∗ −0.0258∗∗∗ 0.5551∗∗∗ 0.0645∗∗∗ 0.2061∗∗∗ −0.1527∗∗∗ 1
CCM 0.0055 −0.0100 0.0303∗∗∗ 0.0578∗∗∗ −0.2869∗∗∗ −0.0255∗∗∗ 0.1248∗∗∗ −0.0178∗∗ 0.1089∗∗∗ −0.1270∗∗∗ 1
Note. ∗∗∗p< 0.01, ∗∗p< 0.05, and ∗p< 0.1.

Table 4: Regression results of Hypothesis 1.

Variables
Model 1

(1) SIV (2) SIV
GRV 0.0312∗∗ (0.011) 0.0249∗∗ (0.043)
ES 0.0684∗∗∗ (0.000)
OC 0.0060 (0.338)
BS −0.0126 (0.272)
PB 0.0132∗∗∗ (0.000)
LCD −0.2855∗∗∗ (0.000)
CCM 0.0574∗ (0.054)
Constant 0.2217 (0.122) −1.2704∗∗∗ (0.000)
Year and industry Included Included
Observations 12888 12888
R-squared 0.0169 0.0252
Note. p statistics are in parentheses. ∗∗∗p< 0.01, ∗∗p< 0.05, and ∗p< 0.1.

Table 2: Descriptive statistics.

Variables N Mean Minimum Median Maximum Std. deviation
SIV 12888 0.2419 0 0 1 0.4282
SIQ 12888 0.0105 0 0 0.2060 0.0308
GRV 12888 0.2037 0 0 1 0.4027
GRQ 12888 0.0115 0 0 0.2866 0.0435
GIQ 12888 0.0017 0 0 0.0795 0.0093
ES 12888 22.3207 19.9415 22.1355 26.2981 1.2846
OC 12888 0.4009 −2.1470 0.2970 3.5683 0.8005
BS 12888 3.5674 2 3 7 1.0475
PB 12888 3.4699 0 2.7054 15.8395 2.7545
LCD 12888 0.1498 0 0.0833 0.7054 0.1674
CCM 12888 0.1307 −0.5617 0.0991 0.9162 0.1905
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higher GRQ means the higher the M&A premium, the
greater the space for future investment returns, and the
stronger the SI.

4.2.3. Regression Results of Hypothesis 3. As a signal that
investors believe that the company’s stock price will fall, GI
may have a further impact on the company’s stock price.
Based on the company’s stable development and personal
long-term income, block shareholders are usually more
inclined to choose to increase their shareholdings to send
positive signals to the outside. Taking into account the
above correlation analysis results, GI and SI show a neg-
ative correlation. *is paper further verifies the moderating
effect of different degrees of GI on SI after the company
recognizes the goodwill. Since GRQ and GIQ are contin-
uous variables, this paper will group the samples of
companies that have accrued GI according to the degree of
impairment to verify the moderating effect. Taking GIQ as
the measurement standard, there are a total of 1820 data.
Referring to Brogaard et al. [54], the samples are evenly
divided into three groups; grouping results is 607, 607, and
606 pieces of data from low to high. Table 6 shows the
empirical results of Model 3. Among the samples with high
degree of GI in the current period, GIQ and SIQ are sig-
nificant and positive.

According to the empirical results in Table 6, in the
samples with low degree of GI and medium degree of GI, the
correlation between the two is not significant. *is paper
believes that the reason for this result is that when GI is
small, the impact on the performance of the stock in the
secondary market is limited, so block shareholders do not
need to send signals to stabilize the stock price by increasing
their holdings. Only when the company accrues large-scale
GI, the investor’s strength reflects the risk of stock price
decline or stock price collapse, thereby affecting the decision
of block shareholders to increase their holdings. *e em-
pirical result supports Hypothesis 3, indicating that the
higher the degree of impairment, the more significant the
impact of the degree of GR on SI.

4.2.4. Robustness Tests

(1) Substitution Variable Method. *e increasing hold-
ings of block shareholders have the role of a weather
vane, which has an important impact on the fluctu-
ation of the stock market. Among the shareholders
who hold more than 5% of the shares or rank in the
top ten, the shareholders who hold more shares are
generally more stable and will not be easily replaced.
Moreover, shareholders with more shares have more
opportunities to participate in the company’s business
decision-making and may respond to goodwill risks
more promptly, which plays a decisive role in
smoothing the company’s goodwill risks and stabi-
lizing market expectations. *us, in order to test the
robustness of the research results, we use the new
dependent variable SIV∗. (SIV∗ is whether top three
shareholders increase their holdings.) Also, we use
SIQ∗ (SIQ∗ is the cumulative number of changes in
holdings of the top three shareholders in the current
period/total shares.) to replace SIQ. Regression
analysis is performed using Models 1–3, and almost
all the results in Table 7 are still significant.

(2) Instrumental Variable Method. *is paper adopts the
panel data instrumental variable method to solve the
influence of missing variables on the research results.
GI mainly comes from the size of the asset premium
brought about by M&A.*e higher the performance
commitment is set during M&A, the higher the asset
premium becomes, also the higher the degree of GI
would generate in the future. *is paper uses the
performance commitment multiple, that is, the
performance commitment in the current period/
total assets as the instrumental variable. Firstly, a
one-stage regression is carried out on the degree of
GI and the performance commitment multiple in the
same period. *e regression results show that they
are correlated significantly. *en, a two-stage re-
gression is performed on the performance com-
mitment multiple and SIQ.*e regression coefficient
is still significant and positive, indicating that the
main hypothesis of GIQ and SIQ is still valid after
controlling the endogenous problem (Table 8).

(3) Sample Grouping Method. Taking into account the
result that GI is negatively related to SI in the above
correlation analysis results, it may be that the samples
with lower impairments partly cover the results of the
samples with higher impairments. After the degree is
divided into three equal parts in the regression
analysis, GI of the high-impairment group is corre-
lated positively with the increasing holdings of block
shareholders, indicating that the different degree of
impairment of listed companies will have the different
adjustment mechanism on SI, and there is typical
trend characteristics in high-impairment group. *e
more GI is accrued, the stronger the SI.*us, in order

Table 5: Regression results of Hypothesis 2.

Variables
Model 2

(1) SIQ (2) SIQ
GRQ 0.0559∗∗∗ (0.000) 0.0550∗∗∗ (0.000)
ES 0.0053 (0.301)
OC −0.0026 (0.118)
BS −0.0040 (0.315)
PB 0.0004 (0.387)
LCD −0.0438∗∗∗ (0.005)
CCM −0.0005 (0.937)
Constant −0.0469∗∗ (0.013) −0.1501 (0.200)
Year&industry Included Included
Observations 2625 2625
R-squared 0.0500 0.0638
Notes. p statistics are in parentheses. ∗∗∗p< 0.01, ∗∗p< 0.05, and ∗p< 0.1.
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to test the robustness of the research results, the
following steps are carried out: regrouping the sam-
ples of GI in the current period, reducing the scope of
high-impairment groups further, and verifying the
adjustment mechanism of the impact of GI on SI.
According to GIQ from low to high, first, select 546,
728, and 546 pieces of data base on the ratio of 30%,
40%, and 30% in the 1820 group of samples, and then
select 728, 728, and 364 pieces of data base on the

proportions of 40%, 40%, and 20%, respectively, to
reduce the range of the high-impairment group
gradually, and perform panel fixed-effects regression.
According to the regression results, in the low-im-
pairment group and the medium-impairment group
of the two classifications, GIQ has a positive or
negative impact on SIQ insignificantly, indicating that
when the company’s provision for GI is low, the scale
of GI has not a consistent effect on SI, while in the
high-impairment group of the two classifications,
there is a significant positive correlation between GIQ
and SIQ, and the more rigorous the classification
standard of the high-impairment group, the higher
the significance between GIQ and SIQ. *e results of
Hypothesis 3 are verified (Table 9).

5. State-Owned Firms and Privately
Owned Firms

Studies have found that the nature of the company’s
property rights will affect the behaviour of the increasing
holdings of block shareholders [8, 55]. *e behavioural
decisions of block shareholders are inevitably affected by

Table 7: Robustness test: replacing the dependent variable.

Variables
SIV∗ SIQ∗ SIQ∗

(1) (2) (3) (4) (5) (6)
GRV 0.0333∗∗∗ (0.006) 0.0265∗∗ (0.029)
GRQ 0.0516∗∗∗ (0.000) 0.0509∗∗∗ (0.000)
GIQ 0.0075 (0.569) 0.0261∗ (0.063)
ES 0.0710∗∗∗ (0.000) 0.0052 (0.277) 0.0125∗∗ (0.022)
OC 0.0049 (0.417) −0.0026∗ (0.097) 0.0077∗∗ (0.040)
BS −0.0167 (0.112) −0.0038 (0.330) −0.0033 (0.476)
PB 0.0124∗∗∗ (0.000) −0.0003 (0.454) 0.0007 (0.224)
LCD −0.2825∗∗∗ (0.000) −0.0421∗∗∗ (0.006) −0.0174 (0.301)
CCM 0.0580∗∗ (0.047) −0.0018 (0.775) −0.0004 (0.828)
Constant 0.2448∗ (0.093) −1.2833∗∗∗ (0.000) −0.0239∗∗ (0.032) −0.1268 (0.249) −0.0038 (0.460) −0.2579∗∗ (0.030)
Year and industry Included Included Included Included Included Included
Observations 12888 12888 2625 2625 606 606
R-squared 0.0171 0.0254 0.0465 0.0605 0.0802 0.1549
Notes. p statistics are in parentheses. ∗∗∗p< 0.01, ∗∗p< 0.05, and ∗p< 0.1.

Table 8: Robustness test: panel instrumental variable regression.

Variables
Model 3

One-stage Two-stage
GIQ 0.6852∗ (0.055)
Controls Included Included
Constant 0.2122∗∗∗ (0.000) −0.4504∗∗∗ (0.001)
Year and industry Included Included
R-squared 0.2833 0.0210
F-value 50.22∗∗∗
Wald chi2 418.70∗∗∗
Observations 2280 2280
Notes. p statistics are in parentheses. ∗∗∗p< 0.01, ∗∗p< 0.05, and ∗p< 0.1.

Table 6: Regression results of Hypothesis 3.

Variables
Model 3

Low impairment Medium impairment High impairment
GIQ 7.8020 (0.438) 2.0522 (0.494) 0.0288∗ (0.051)
ES −0.0098 (0.509) 0.0142 (0.284) 0.0152∗∗ (0.011)
OC −0.0009 (0.831) 0.0068 (0.105) 0.0079∗∗ (0.047)
BS 0.0032 (0.369) 0.0324 (0.152) −0.0020 (0.691)
PB −0.0034∗ (0.070) 0.0005 (0.633) 0.0009 (0.155)
LCD −0.0440 (0.260) 0.0456 (0.488) −0.0227 (0.220)
CCM −0.0003 (0.989) 0.0146 (0.534) −0.0002 (0.888)
Constant 0.2508 (0.444) −0.4282 (0.148) −0.3195∗∗ (0.014)
Year and industry Included Included Included
Observations 607 607 606
R-squared 0.0553 0.2183 0.1564
Notes. p statistics are in parentheses. ∗∗∗p< 0.01, ∗∗p< 0.05, and ∗p< 0.1.
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political factors, and the increase in holdings is probably
not entirely motivated by financial motives [56, 57]. *e
nature of the property rights of state-owned enterprises has
brought political advantages, making them insufficiently
pay attention to efficiency and risk [58, 59]. *erefore,
block shareholders of state-owned firms are less willing to
obtain economic benefits through increased shareholding

[60]. *e data on the increase of holdings by block
shareholders of Chinese listed companies also showed that
the increase of holdings by block shareholders of state-
owned enterprises is very consistent with the coordination
of government policies, while block shareholders of pri-
vately owned enterprises mostly increase their holdings for
economic benefits [57].

Table 9: Robustness test: grouping samples.

Variables
Model 3

(1) SIQ (2) SIQ
GIQ 0.0284∗ (0.054) 0.0486∗∗ (0.024)
ES 0.0159∗ (0.059) 0.0347∗∗ (0.040)
OC 0.0107∗∗ (0.032) 0.0216∗∗ (0.029)
BS −0.0021 (0.679) 0.0106 (0.115)
PB 0.0008 (0.276) 0.0016 (0.275)
LCD −0.0200 (0.390) −0.0397 (0.436)
CCM −0.0003 (0.885) −0.0007 (0.866)
Constant −0.3263∗ (0.080) −0.8138∗∗ (0.030)
Year and industry Included Included
Observations 546 364
R-squared 0.1294 0.3959
Notes. p statistics are in parentheses. ∗∗∗p< 0.01, ∗∗p< 0.05, and ∗p< 0.1.

Table 10: State-owned firms versus privately owned firms: the influence of GR.

Variables
State-owned company Privately owned companies

(1) (2) (3) (4)
GRQ 0.0762 (0.231) 0.0647 (0.255) 0.0541∗∗∗ (0.000) 0.0573∗∗∗ (0.000)
ES 0.0429∗∗ (0.020) 0.0002 (0.967)
OC −0.0030 (0.164) −0.0036 (0.109)
BS −0.0019 (0.806) −0.0011 (0.708)
PB −0.0006 (0.788) 0.0003 (0.558)
LCD −0.0978∗∗ (0.032) −0.0317∗∗ (0.050)
CCM −0.0029 (0.946) 0.0006 (0.919)

Constant −0.0065 (0.647) −0.9726∗∗ (0.022) −0.1320∗∗∗ (0.000) −0.1282
(0.286)

Year and industry Included Included Included Included
Observations 567 567 2058 2058
R-squared 0.0860 0.1398 0.0716 0.0816
Notes. p statistics are in parentheses. ∗∗∗p< 0.01, ∗∗p< 0.05, and ∗p< 0.1.

Table 11: State-owned firms versus privately owned firms: the influence of GI.

Variables
State-owned companies Privately owned companies company

companies
(1) (2) (3) (4)

GIQ −0.0196 (0.721) 0.1960 (0.376) 0.0067 (0.615) 0.0273 (0.102)
ES 0.1067∗∗ (0.020) 0.0132∗∗ (0.028)
OC 0.0090 (0.505) 0.0058 (0.140)
BS −0.0185 (0.238) 0.0019 (0.497)
PB 0.0004 (0.174) 0.0006 (0.311)
LCD −0.1456 (0.259) −0.0142 (0.332)
CCM 0.0099 (0.848) 0.0004 (0.843)
Constant −0.0044 (0.623) −2.3069∗∗ (0.020) 0.0138 (0.274) −0.2872∗∗ (0.031)
Year&industry Included Included Included Included
Observations 83 83 523 523
R-squared 0.1197 0.4835 0.1006 0.1674
Notes. p statistics are in parentheses. ∗∗∗p< 0.01, ∗∗p< 0.05, and ∗p< 0.1.
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*e motivation of the increasing holdings of block
shareholders of non-state-owned listed companies are eco-
nomic factors mostly; while the majority of state-owned
companies’ block shareholders increase their holdings to cater
to or respond to the call of national policies [51], that is, block
shareholders increase their shareholdings due to political
factors mostly. When the size of GRQ is different, will the size
of GRQ make the difference when we consider the difference
between state-owned firms and privately owned firms?

Among the 2625 observations, Table 10 uses Model 2
to verify the different results of state-owned listed com-
panies and non-state-owned listed companies. Among
them, columns (1) and (2) reflect that when state-owned
listed companies recognize different degrees of GR, SI is
not significant. However, columns (3) and (4) reflect that
SI has increased significantly with the increase in GRQ in
non-state-owned listed companies. Since GR is a positive
signal of the company’s future performance, block
shareholders of state-owned listed companies do not need
to increase their holdings based on political motives.
Table 10 verifies the political motivation of the increasing
holdings of block shareholders of state-owned companies,
and the economic motivation of the increasing holdings of
block shareholders of non-state-owned listed companies.
It also verifies the signalling motives of the increasing
holdings of block shareholders further. Table 11 presents
the empirical results of difference between state-owned
firms and private-owned firms in regard to the influence of
GI. It appears that when we run subsample regression, GI
has no significant influence on block shareholders’
behaviour.

6. Conclusions

In recent years, China’s A-share market has shown the
typical characteristics of high goodwill and high GI/total
assets or GI/net assets, which have brought fierce discussions
on goodwill risks inside and outside the market. *e stock
price fluctuations from goodwill risks are threatening the
stability of the entire capital market. *erefore, goodwill risk
has become the focus of the current work resolving major
risks and has become an important issue in the Chinese
economy gradually. As an insider of the company, block
shareholders usually have the same interest trend with the
company, and they have information advantages compared
with external investors. External investors are more likely to
agree with the company information transmitted by block
shareholders. *erefore, the behaviour of the increasing
holdings of block shareholders can alleviate the company’s
goodwill risk effectively by sending positive signals to the
outside world. *erefore, our paper focuses on discussing
the relationship between GR and SI, and the adjustment
mechanism of the degree of GI on SI. On this basis, further
research is carried out to verify the different effects of GR on
SI from the perspective of property rights heterogeneity. Our
research has shown the following:

(1) If goodwill was recognized in the period of M&A,
block shareholders were more inclined to increase

their shareholdings. *e more GRQ in the current
period, the stronger SIQ.

(2) When listed companies make provision for GI, only
block shareholders tend to increase their share-
holdings in the high-impairment group, indicating
that block shareholders will significantly and posi-
tively adjust the impact of GRQ on SIQ in the higher-
impairment companies.

(3) Block shareholders of state-owned listed companies
choose to increase their holdings based on political
motives and block shareholders of non-state-owned
listed companies based on economic motives.
During the accounting period of GR, since GR is a
positive signal of the company’s future performance,
block shareholders of state-owned listed companies
do not need to increase their holdings based on
political motives, while block shareholders of non-
state-owned listed companies have strong economic
motivation that strengthens their well-being antici-
pating and obtains future benefits by increasing their
holdings, which verified the signalling motives of the
increasing holdings of block shareholders further.

Our findings enriched the relationship between GR, GI,
and SI, especially the relationship between the higher degree
GI and SI. However, as in all empirical research, our findings
have several limitations. Firstly, trading conflicts and
COVID-19 might amplify the risk of GR and GI, which
might have great influence on accounting rules in regarding
of goodwill. In consideration of the relevant requirements of
accounting information, firms probably need to carry out
the current impairment method of goodwill. But there might
be difference in the relation between GR, GI, and block
shareholders’ behaviour under trading conflicts and
COVID-19. Secondly, GR and GI used in the paper may be
influenced by the macroeconomics; their changes may be
synchronized with SI because of the macroeconomics.
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